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Gapital Formation, Saving, and Credit

TDTAL first-quartar investment wos
about the same 28 in the Inst quarier
of 1943. Domestic fixed capital out-
lays were glightly higher and net foreign
imvestment wns up sharply, but ihese
movemants wers offzat by 5 dip iz the
mte of inventory aceumulation, FPer-
gonal snvinp was unchanped, snd a
shorp rise in corporate cash flow offset
n substuntiol inereaze in the Govern-
ment deficit on incoma and produet
necount, stemming from the initial
i wffects of the Fedaral tax cut in enrly

March.

" Monetary poliey conginued to be
one of relativa ease, and the baoks
ndded s nanr-record vohime to their
loans obd investments. Mozt non-
banlk intermedinries continued to lend
at record rotes.

Interest vates have shown little
change so fnr this year. Short-term
rates have fluctusted somewhat, but
me now about whera they were ab
yearend, Longberm rates on Govern-
wient and prime corporate seeurities
hava continned to drilt upward, buk
rotes on morlgoges, municipal, and Baa
corporate bonds are unchanged.

Financial developments in 1963

Qrom private domestic investment
moved up sharply in 1963, to o totel of
$52¥ billion, $3% billion over the 19582
rote. The ndvance within the year
was even more pronounced—[rom B8
billien in the opening quarier to 537
billion a the fourth. Net foreign in-
vestment wlso ndvanced and avernged
$% billion above 1962

The rise in private investiment was
matched by a $2Y4 hillion inerease in
gross corporate saving, a $% billion
advance in State and local government
surplus, and a $1¥% billion reduction in
the defieit of the Federa] (Government.

Porzonsl saving showed little change
from 1942,

The monetary suthorities mointained
a policy of relative ease during most
of lest yeer and bank lending
remoined at the récord pace
pttained in 1062. The net flow of
aasvings to nonbank finaneinl inter-
medinriza continued to expand and in
1983 lending by these institutions ag-
gregmted $24% hillion, wp %3 billicn
from the 1082 rata.

With 1 penernlly easy monetary
policy, and a rige in corporate internal
funds that Yept poes with the increase
in corporate investment outlays, i€ was

possible te finacce last yeonr's record
investment with only modarate upward
proessure on interest rates. Most long-
term yields drifted moderataly wpward
or stabilized. Short-term rates roze
sharply during the summer.

Credit sosior in current expansion

Financial conditions have bees much
eagier during the current axpansion
than in sither of the two earlier eyelionl
racoveries following the Trenswy-
Federal Reserve aceord of 1951, In-
tarest rates hinve shown relotively litile
rige since the 1861 trough. During
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the prior advances, they had inereased
markedly as the economy emerged
from the recession and continued to
rise.

To a large degree, the dissimilarity
in the behavior of borrowing costs
reflects differences in the wvolume of
comimercial bank lending and investing
activities, In earlier periods, total
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SURVEY OF CURRENT BUSINESS

commercial bank lending was reduced
by reserve pressures applied by the
monetary authorities as the economy
expanded, The banks were able to
aecommodate the added eorporate and
consumer loan demands which accom-
panied the upswing in economic activity
only by substantially reducing their
purchases of mortgages and State and
loeal government securities, and by sell-
ing large amountsof short-term Treasury
socurities.

During the current rise, bank reserves
have not come under similar pressure,
sn that commercial banks have been
able to lend larger sums during the
expansion than they had during the
recession. They have continued to add
substantially to their portfolios of tax-
exempt securities and real estate morg-
enges, while at the same time accom-
modating heavy demands for business
and consumer credit. On balance, hold-
ings of U.2, Government securities have
been about maintained over the current
expinsion,

Among other differences between this
and earlier expansions, the Federal
Government this time has run a defieit
well into the expansion period; during
the previous postwar advances, the rise
in tax receipts tended to bring about a
surplus in the Federal account, The
cash ow of nonfinancial corporations
has expanded quite sharply during the
current upswing, more than matehing
the rise in plant and equipment outlays.
During earlier advances, cash flow had
declined as plant and equipment ex-
penditures rose—a development that
led to a substantial volume of new
capital issues,

The personal saving rate has hovered
around 7Y% percent throughout the
upswing and persons have invested
record amounts in the liguid liabilities
of financial institutions, In earlier
advances, the saving rate declined
during the recovery phase, and later
rose s the expansion proceeded. Fur-
ther, there had usually been a marked
ghift from liquid claims to marketable
gecurities, a8 interest rates on  the
latter moved up.

Financial Institutions

The expansion in bank credit and
deposits during 1963 almost matched

May 1964

the record pace of 1962, The flow of
gavings into nonbank financial institu-
tions eontinued to increase, Short-
term interest rates moved up sharply
in the summer, and have sinee stabi-
lized. Long-term interest rates drifted
upward throughout the year.

Monetary policy relatively easy

As in other recent years, monetary
policy tried to achieve two objectives:
the provision of an adequate credit and
monetary base to support continued
business expansion, and reduce the
balance of pavments deficit. In pur-
suing the first objective, the Federal
Reserve purchased a near record volume
of U.8. Government securities for the
year as a whole. In pursuing the
second, it raised the discount rate in
July and reduced open-market pur-
chases during the summer,

Total bunk reserves at yearend were
approximately 8700 million above a
year ago. The principal factor in this
advance was the stepped-up pace of
open-market purchases, which totaled
#3 billion, In addition to supporting
the increase in bank reserves, these
Leavy purchases offset the effects of o
$4 billion gold outflow, and a %2
billion increase in currency in eircu-
lation,

During the summer, the Federal
Reserve attempted to limit the drain
on our balance of payments by increas-
ing domestic short-term interest rates;
discount rates were raised from 3 to 34
pereent in July, and open-market pur-
chases were reduced for the next few
months, Also during July, the Federal
Reserve increased to 4 percent the maxi-
mum rate of interest that member banks
could pay on time certificates of deposit
with maturities of 90 days to 1 year, in
order to allow the banks to compete
more effectively for foreign funds.
While this latter move helped moderate
the balance of payments, it had the
effect of freeing reserves for domestic
eredit expansion by promoting switches
from demand to time deposits.

Bank credit continued rapid expan-
sion
Bank eredit continued during 1963
the rapid expansion begun in 1961, with
loans and investments increasing %18
billion, about the same as in 1962
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Time and snvings daposits ross %14
billicn ond demnnd depeosits over $3
billion.

Bank landmg wae marked by
continued expaosion of the mmounta
lent to private borrowars ond State and
local governments. Morégage loans in-
orenped over 85 billion ag compared with
o rise of % billion in 1982 ‘Tha
incronse was persistent end ateady
i throughout the year. Business and
i eonsumer installment loons, at $4%
. billion and &3 hillion, respactively, were
both $¥ billion praster thon m 1962,
Purchases of tax-exempt securities con-
tinued in 1963 at a rate somewhat higher
thon thot of 1962; almost §6 billion In
such securities were added to banlk
haldings. Holdinge of US. Govern-
ment securities weare reduced by $3%
billion in 1963, mostly in shorb-terin
secuTities,

Mot all these portfolio changes can he
attributed to » ssarch for higher yields
to offset higher interest costs on the
expanded volume of time deposite.
The recent willingness of ¢ommercinl
1 bonks to extend their commitments in
tax-exempt sacuritiea and in mortgages
has reflected in part the lorge expansion
in bank lending power. Bank portfolia
operations during the easy money
pericds associated with the recessions
that reached botiom in 1954 and 1958
Dustrate thet banks invest in tax-
exempls and mortgages during periods

SURVEY OF CURRENT BUSINESS

of reserve sass, and not during perinds
of stringency.

The heavy volume of timae deposits
generated last year s in line with recont
trends and esniributed to the eamse in
hank lendiny. The ineracee in allow-
able interest rotes sncovraged o gronter
growth of time certificates of deposit
thig year than jast.

The exponsion of bank credic con-
tinued into the apening months of 1964,
Tha riga in total bank lonne and invest-
ments was larger than during any of the
last three quartars of 1963, With the
pace of lending to peivaie borrowoers
and State and loeal governments off
somewhat, the banks were able to step
up their purchazes of TS, Government
Becurities.

Other savings institutions

Savingy institutions other than bonks
increasad their assets by 324% billion
in 1963; this was $3 billion more than
in 12062 and the Iargest on record. All
mafor itypes of savings Institutions
shored in the ndvonce, with the sharpest
enin by savings nad loan associations.
Tha institutions stepped up their mort-
pages and other Iending at En even
fraier pace, financing the cxcess cither
by intreased bowrewings, or by a aale
of Qovernment securities,

The azset growth of savings and loan
associntions accelerated in 1963, The
$14% billion incresse in nesets was 32
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killion obove the 1962 pace. The
growth in shares, $11 hillion, fuiled to
matech the increass in mortgnge lending.
Tlie associntiona accordingly stapped up
their borrowings from Fedarnl Homa
Loan Banks to o rate double that of
tho last 2 years. There was no changs
in tha pace at whith the nssoeigtions
added to their liguid asset holdings.
Savings and lonn nssociations have
stapped up their activity in finaneing
apertment-houss construction : formerly
negligible, such construetion gecountad
for 22K percent of tha net total of
mortgnges mada by zavings and loan
associntions Inst year.

In the first qunrter of 1964, the spread
between share growth nnd mortgaps
lending widenod further, Tha latier
continued ai the same pace ag in the
first quarter of 1983, but shara growth
in 1984 was 23% parcent less than in
the zome period of 1063. The gap was
bridged by an increass in borrowing.

Mutual savings boanks committed o
nset tatel of 34 billion to the mortgage
loan mnrket in 1983, $1 billien more
than in 1982, Daposits moved mod-
eatly abend of the 1982 pace with an
incresse of over $3 billion. With
mortgege leans rising {aster then de-
poeit inflows wand rotained profits, the
mubanl banlks sold off Federal nnd
nmunisipal sacuritics.

Assets of lifs insuronce companies
rose $7¥ billien: in 1943, $1 hillion mors
than in 1962, Thoe increase in asssts
woa chenneled inte mortgages and
sorpornte end foreign bonde, Lifa ear-
riere mode substantial investments in
foreign securitios during the frst half
of the year; after the proposal of the
interest equalization tax, such invaat.
mant fall off, Az was the case with
eommereinl and mutunl suvings banks,
part of the excoss of private lending
over total Tunds availabla to lils insur-
ance componies wie financed by the
zale of Faderal securitios. :

Financial markets

The cost of money vose moderntely
in 1963, with both long- and short-
torm intorest ratea moving upward.
So far in 1064 short-term rotez have
continued stable, while long-term yiclds
bave continued their upward drift.

Long-term rates have tended to move
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up ever the past five quarters, nnd there
have been marked shifte in the vield
relntionships. Yields on Jong-term
Government securities increased at o
fnster rate thon those on either corpo-
rete or Slate and local securities of simi-
o term.  In pert, this difference ean

Tuble 3.—Parsanal Iorostment and Rolaged
Financing, 195963
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be nccounted for by the reduction in
demand that took place as finnncial
mstitutions moved out of Treasury
poecurities. In part, it reflecied an in-
crense in tho supply of long-term
Tronsury seourities through advance
rofundings. In 1083, the Treasury
sold almost $4 hillion of bonds with &
maturity of 10 years or longer, $2 hil-
Tten move than in 1962, At the same
time new jmsues of State and local
pecurities  were up $1X billion and
worporate bond issues were also up $1%
hiflion.

Following the July increase in the dis-
count rate, there was & rapid rise in
money Tates in the sumamer monthes.
Yield= on Faderal seeurities of 1 year
or lesg ineressed about 40 bnsiz points.
Prime commercial paper rose 50 busis
points batween June and Soptember.
Finance company paper and banlkers'
nceaptances followed closely behind at
ahout 40 points. Sinee  Sapteinher,
most ehort-torm rvakes have stabilized
ut these ligher levels.

Stock prices rose in surges through-
out Jast year and well into the corvent
period.  Durite 1963, the riso in stock
prices was nssocialed with n sharp
expansion in market eredit and, ap-
parantly, with little help from the sinull
investor, to judge from the behavior of
muteal fund ond odd-lot transactions,

SURVEY OF CURRENT BUSINESS

Sinca margin requirements were raised
Jast MNovember, stock market credit
hag declined, nnd thare has heon some
indication of incrensed participntion by
amall investors in the market.

Issues of mmutual fund stock rose
in 1863 from the low level broughé on
by the market bresk in 1962, but hnve
not yet regained their very high 1983
pace. Investor emphesis shilted to
more conservitive funde, purticularly
those featuring bonds nnd blue-chip
gtocks. The funds concantrating on
growth stocks which had enjoyed popu-
larity in 1261 and which suffered the
Inrgest declines in the 1962 market
break have not yet begun o appronch
enrliar levele,

{Odd-lot activity in 1963 wus fentured
by a cnutious incrense in participation
nz the yeir progressed and stock pricea
rose, but the 1981 level of porticipation
in market tcading by odd-lotters woe
not reached either in 1963 or so far in
1064, In addition, odd-lotters were
sellers on balanee throughout 1363, the
oppasite of their normasl position. So
far in 1964, odd-lotz selea have about
equaled purchases.

Corporate Finance

During 1863, corporations inerepsed
their fixed investment spending by
%2 bLillicn over 1963, The rise in
invesbment was more than motched by
an increase in internal funde. Corpo-
rate long-tarm external finnncing ngere-
gntad about the same in 1963 as in
1962, and liquid osset accumulntion
wog shout $he srme in both years.

Corporate investment and working
capital up

Corporate plant ond equipment out-
lays in 1963 incressed $2 billion over
1862 and apartment-house huilding
was up snhout $1 billion. Ench quarter
in 1963 registered n goin nnd by the
fourth quarter the rise since the bogin-
ning of the year wpproximated %4
billivn.  Tnvestmont incrensed lictle
from the fourth goarter to the fivst
quarter of 1964, Dut for the yoeur ng a
whole the rize i3 expected to exeead
Lozt year's.

Ciross working capital ol eorporations
incrensed $24 billion in 1963, $3 billion
more than in 1962, Practically nll of

kiny L0

the ¥ise was in accounts receivnbie,
which were up $53 billion. The "othey
aseet” itemn roge 37 billion, wlhile in-
vantory sccumulstion wea about un-
chenged nt 54 billion, The inerease in
working cipitnl wos aceompanisd by a
rise in borrowing from banks which
totaled $1Y% billiox more than in 1962,
Accounts payable rose $6} billion com-
pored with o $5% billion incrense the
[revious yeer.

Tnternnd fund= of nonfinsncial corpo-

rations—undistributed profifa and de- -

preciotion—rose nbout 22X hillion in
1863, 83 billion less than the 1962 rise.
The 1ise in the sorlier year wis unuau-
nlly Ligh owing to the introduciion of
meore liberal deprecintion allowances
and the investiment tox ecredit; lost
year's increase reflected mainly Ligher
businesa actlivity.

Preliminary first-quarter reportsindi-

ente that before-tax profits were $154
billion higher than in the final qunrier
of 1083,
billion, of which $1% billion woa dus to
the tax ¢ut and $¥ billien to higher

enrmings. At Ghe same fme there wes -

o emporny peuse in corporate invest-
ment cubtlnys.

Eqridty financing off

Clorporate mnnegers ars turning more
te debt than to cquity &0 finence ex-
pansicn, nnd equity retirement nlso is
nising. The result bns been a signifi-
cant decline in the supply of new stock

Tabhie 4. —Iersonal Consimplion Expendi-
tures and Rolaved Finaneiol Flows,
195063 1
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jmenes in recent years wud in 19G3
retirements exceeded new iseuas.

New atock issues reached their post-
war penk—3%3% billion-—in 1861, when
the investors’ interest in naw izsues was

Retained earnings vose $24 .

[ ]
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total new stock
to under %114

high. Since then,
issues have deelined,
hillion in 1963,

The stesdy buying of equilies by
institutions has reduced the net supply
of sensoned stoeks to the market. In
particular, the fust growth of pension
funds has contributed strongly to the
demand for stocks, The price rises
resulting from these conditions have
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prompted corporate managers to pur-
chase more shares in the market for
options, or retirement,

Judging from registrations filed with
the SEC, there will be some increase in
the new supply of equity issues in 1904,
but if issues by a major communieations
company and the space communieations
agency sponsored by the Government
are aet wside, then stoek issues for Lhis
year are apparently not out of line with

the downward trend of other recent
Venrs,
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Net new bond issues during 1963
totaled $5) billion, up 8% billion from
the previous year. There was u greater
step-up in gross flotations as companies
took advantage of favorable market
conditions to refinanee  debt, Now
mortgage borrowing totaled $4Y bil-
lion—up 84 billion from the 1962 rate.

Liguid assels up

Corporatioms added $1 billion to their
liquid asset holdings, about the same
ag in 1962, Purchases of U5, Govern-
ment securities and of time certificates
of deposit were higher, and holdings of
currency and demand deposits were
further reduced.

Consumer Borrowing Up
Again

Household transactions generally ex-
panded in 1963, but the rate of increase
was somewhat less than that for 1962,
Consumer outlays for autos and other
durables averaged 33 billion, or 7 per-
cent higher last vyear; in 1962 such
purchases had risen 10 percent. New
lome construction expanded modestly
in 1963, following a 5-percent rise in
1962. Consumer, home mortgage, and
noncorporate business borrowing was
up 9 percent last year as compared with
4 l@-percent rise in 1962, Finaneinl
claims held by individuals rose by $39.5
billion in 1963 as against $38% billion
in 1962 and less than $30 billion o year
earlier, The other major component
of saving, debt repayment, deviated
from the pattern of elower growth:
reflecting the inerensed debts contracted
in recent years, such repayments rose
5% billion, or 9 percent, last year, in
contrast to an advance of 7 percent in
1962,

The personal saving ratio has hovered
around its long-run value of 7 to Th
percent throughout the eurrent business
expansion. This was in marked con-
trast to other periods when auto sales
were high.

Durable purchases spur credit in-
crease

Automobile  purchases  last  year
totaled 2224 billion, $2 billion above
the high 1962 pace. Auto production
hus moved (o higher levels ot the
beginning of each of the Inst three
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model years and is currently running
nt nn & million annual rate.

Extensions of auto eredit totaled $22
billion last year, up somewhat more
Lthan %2 billiom from s vear earlier.
The rize in extensions continued into
the first quarter of 1964, when new
borrowing totaled $23 billion at annual
rates.

Consumers stepped up  their pur-
chazes of other durables by 5% percent
and of clothing by 1% percent in 1963, while
inerensing their borrowing to carry such
zoods by 8 percent.  Additional needs
for conswmer credit were met by per-
sonal loans—many for higher educa-
tion—and by repair and modernization
loans.

With debt repayments totaling $55
billion, the nel increase in consumer
installment. credit amounted to  $6%
billion, about $1 billion more than the
rise in 1962, All types of lenders
increased the rate of net lending:

Table 5.—FPersons’ Financial Asset Aceumua-
latiory oo Debt Operntion, 1959=63 !
[ FeiL s of ddorlinrs]

|
I1.IE'I'|'! LU0 | BEeAD | ME2 | 1063
!
Fi lml Amsei A lwibom | 00,4 20,1 20,7 38,7 M5
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1.8, Govermument . . -2 714 AN =1
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Resbdentla]l and  busines | |
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1. Estimates for the 1046=57 perind may be foamd onop, 17
ol the April 1861 Sureey, snd for 1958 on p. 14 of the May
1M Snreey.

2. (hross of reilrements.

I"-w:‘n-'ﬂ Beearitles wnd Esthn‘.:}m Caommlasion, Federal
Hamn Lesin Bank Banrd, Board of Governoes of the Fedieral
Hoserve Systom, snd 1.8, Department of Commeree,
Ofioe of Business Keononied.
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particularly commercial banks and sales
finance companies. In addition to
lending 22¥% billion directly to con-
sumers, the banks advanced $1Y% billion
to finance companies, thus financing—
directly or indirectly—two-thirds of the
expangion in consumer credit,

Mortgage horrowing continues strong

Individuals continued to add sub-
stantially to their indebtedness on
morigages secured by one- to four-

Table G.—Personal Saving and Investment
and Relnted Financial Flows, 1950-43

[Billions of Thollars]

1000 mnui 1061 | 12| 1968

Iovesiment in lousing and | |

noncorparate business. ......| a6 6.8 361 an6 0.2
Tams: Associnted borrowing__ . | 8k E 2740 30,8 8470 40.7
Copital sensamption al- |
Inwnmees, .- ._._..| 1508 160 & 14.8 I7. 5 183
Flus: Financial asseis nmd debit i
T80T | BL.T| T4 3| &7, 6| 000 4] 106 &

|
Loss: Consumpiion borrowing.| 468 50, 4| 6,2 6700 619
Sintisticnl dscrepaney. ..| = =& 2=4 7 — B=3.2

PRy o m.a

VIR 118 6] 195 3] 10 & 160, 2

Fquals: Personnl savIngs ...
Total sourees of fumds...... I

307 2

Tt tses of funds less diserep-
BECY,

1, Estimates for the 1946-57 perlod may be fuidd on p,
of thie April 1001 Sureey, nuad for 1058 on p. 15 of the May 1063
Sureep,

Bourees: Hoard of Governars of the Federal Reserve Systom,
Aevurities and Exchanpgs Cammission, and U2, Department
of Commeren, Ciffles of Rusiness Eeonomles,

family dwelling units last year. Such
obligations rose 164 hillion in 1963,
as compared with $13% billion o year
earlier. For the third suceessive year,
the net inerease in borrowing on such
houses rose sharply, even though there was
little change in single family housing
gtarts; in 1963, 977,000 single units were
started, as compared with 965,000 in the
previous vear, 946,000 in 1961, and
872,000 in 1960. However, according
to the new Census Bureau survey sales
of new one-family houses were up last
year.

Among the factors involved in this
rise in borrowing relative to house sales
were: higher prices for houses; o lower-
ing of downpayments; a continued
erowth in the trading of old houses:
and inereased borrowing for nonhousing
purposes. No statistics are available
to shed light on the relative portion of
mortgage debt used for housing and
nonhousing purposes,

The very active demand for mort-

SURVEY OF CURRENT BUSINESS

gages on the part of banks and other
lending institutions effected a gradual
ensing of mortgage terms. Mortgage
rates held steady when most other
long-term rates were drifting upwards,
and moturities and  downpayments
showed a tendency toward liberaliza-
tion throughout the year,

Although savings and loan assoecia-
tions account for the bulk of the
mortgages made in this country, it is
noteworthy that variations in commer-
cial bank participation accounts for
most of the swings in total mortgage
lending, Banks step up their partici-
pation in periods when reserve positions
are easy, and eut back drastically at
other times, Thus, eommercinl banks
actively sought mortgage loans during
the 1934 and 1958 recessions, and cut
back their commitments after a year
of recovery. During the current up-
swing, bank reserve positions have
remained Tairly easy, and commereial
banks have remained in the morteare
market throughout the period. Their
mortgage lending reached an alltime
high of 5 billion in 1963, up $1 billion
from 1962 and $3% billion from 1961.

In the case of the other major mort-
eage lenders, the flow into morteages
has been steadier. In part, this is
because of a searcity of suitable invest-
ment. alternatives for savings and loan
associntions and mutual savines banks.
Also contributing to this result has
been the fact that the institutions are
not subject to the direct effect of the
reserve pressure associated with mons
etary policy,

Debt service continues to rise

As indieated in the ehart on this pags,
there has been in recent years a con-
tinued growth in debt service charges—
interest plus amortization—relative to
income. The growth in thiz ratio has
in recent years been much slower than
in the early postwar period, but an
neceleration of the upward movement
is evident in the firures for the most
recent year, reflecting the high volume
of borrowing since 1961.

Government Borrowing

The Federal Government’s financial
position improved moderately over the
vear, Receipts grew [aster than ex-

May 1iNH

penditures, and the pace of Federal
borrowing  slowed. State and  loeal
governments experienced a similar im-
provement in fiscal position, but their
borrowing rose during the year, as they
took advantage of favorable terms to
reduce the cost of carrying their debt,

Federal borrowing off

Federal receipts rose $8 hillion in
responge o the substantinl improve-
ment in business activity last year.
Expenditures rose %6 billion, and the

— _ . i
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pational accounts deficit was reduced to
$2% billion, TFederal lending programs

were unchanged i the aggregate: in-

croases in lending to savings and loan
agzocintjons and to foreien entilies wers
offset by net salea of morigages out of
the FNMA porticlie. The Federnl
Government coash bolonce wans listle
changed {rom & year earlier.

The improvemeni in the current-
pecoumt deficit wes enrried into the debt
operntions of the Federal Government,
and its net debt {including ngency) rosa
only 36 billion lnat year, ns compnred
with 2 risa of £7Y bhillion & vear earlier.

The national ineoma deficit widened
in the first quarter, ng withholding taxes
wera eut and Government stlarvies in-
areased; the immediate impact of these
two measurez wis to  ineressa  the
government deficit to some 5% billion
at annun] rates.

Federal financing operations

In nddition fo financing the 84 billion
expangion in the net Fadeal Govern-
ment debs, the Treasury had to re-
finance approsimately 230 billion of
maluring seturities, and elected o
sdvance-refund another $1¢ hillion.
The Treasury agnin favered Jairly
shart-term igsues [or raising new money,

Lart yesr's advance refunding was
the largest for any of the 4 years zince
the introduction of thiz technigue, In
addition to the replocement of mediumn-
terma securities by longer matwritics,
the mdvance relunding technique was
also used to shift securities due within
& yoar inte medium-term securities.

. Last yenr’s experience differed (rom thag
“of 1982 maindy in that the operations

were sarried out oo o bigger senls,

The vast bulk of subscriptions for
new ¢ash were spcuritiee mnturing
within 1 year. However, there wos o
319 billion issue due within 7 yoars;
and two smaoll issves aggregating over
3% billion and dve in more than 30
Fears,

As » result of Jast yesr’s public debt
operntions, the short-term debt in the
hands of tha public rose $2 billisn over
the yenr, while dabt due in more than
5 yemrs was up $4Y billion. Inter
medinta term izsues due in more than
1 but less than 5 yenrs were down $3%
billian. The balanee of the inerense

TER 850 *—f4—-0
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in public debt was accounted for by
the first substantinl ineresse in savings
bonds issues in 10 yonrs.

The Federal Raserve Systom added $3
billisa teitsboldings.  Other groups which
incresged the poce nt which they ae-
guired Federnl secwities were State
and lognl governments ($1% billion),
and individuals (§1% billion, mostly
savings bonds). The major fineneial
ingtitutione—commercial and  mutusl
savings banks, and insurance caariera—
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Foreign and “miscellinecus™ holders
reducod the pace at which they acquired
Tressury seewrities, while nonfinancial
corporations showed littls change.
Among Federnl agency securities
there wera sharp increnses in the volume
of Federal Home Loan Bonk deben-
teres, and a reduction in tha oo~
standing volume of Federal Mational
Mortgage Associntion debenfures. In
both 1062 nnd 1963, the net total of
Fedaral ngency security issuss nggre-

liquidated Federal securities on balance.  gnted nbous $1% billion.

Tuble T.—Fulkke ol Frivore Dohe, End of Colendar Year, 1959-5% 1 ¥
IEANE R o dolars)

Hin dwht. irges flobt
ME | el | 1L | 1w LU} T0EE | 1wl 1081 | 1

Toim) pubtlic and privato dabl .. _____. N 2| EM, 2| DG A L0 T (1,05 || WS (1,837, 2 1), 008, 8 (1, LT, 0 | 1,360, 4

Tolalpuhile debho crencvncicaano oo ] S0 | 200L 0 | 212,01 2207 HOT (| Bl,2 ]| 382 HET | wLE] 4L

Fodeoil Gorenmeok nped ngaacy 140, ] 23,2 | H1L0 | HE1| 2669 20T () 320 8} azn1| 9.8 | H&LI| L4

Foulpral Oovaruineot. o cevevescecas] 200 [ 2R | BLE| S8 L| IR0 || w0 f 202 ] 2md [ bS] 3003

Foder) npr e - rrrrrnsmsma s b g & ad .0 n7F 3.1 e .0 .8 .4

Eratanod boeol poverdmaats A, .o, S46 | 84 0] BHy| AN Loy ) BO.ON| BT

Shale W wornimoRiB._ oo LET| M3 L b4 LN ] 17.8 &1 L1 N | IR 4

Loaal gowonniicnis, . ALD| 4k | 8] M E ma|l 2 R FT [N ma

Teimlprivato dobl.. oouinusisicisinia . i | B2 | LA EBL | TELA || GOLE GEL, 0 [ A § 'J'H.T: |~/ ]

TDIII #l mr;mmlim perrmmneneanaf BERE [ SR A |2V D | MTA | M. 33eT{ ML0| Wy $153) 447

LOTE LM T e cnnmerrnnmnmacaa| TBRE | 1081 | LU H. 4 1.3 (| 1M1.0 NH, 0 14,1 195,1 ZIL K

Hrt-tarm T, FRER AN -] 1800 1805 3| IHL T 1L mE 5 Mg, 1 .z

qusmhm ELT| BT Mg o, TILE } 10,1 1054 [T [E-R) IH. 1

LT W3 LA TRA] K ER.w || L34 B, m.g 1] mt

Rrliway mrpnmlbn! J— T - T R AN it L%l 1.4 ne 1 133

Longtarmw 1., .| 1 o LB Ik ¥ 7 g 1l W b 11 3

Eherelom!. b ] A ] 4l 2.4 24 0 e b LA 2

Notasnnﬂnmunllmynhlu. - L5 n 5 & W B _E & & .6

11, . 1E L4 Ld L& L I.& L¥ Ly 17 I.&

e T dg b L] ST AT 3L ET| IVRE( 4021 34 4

[ R T REA| NG5S (| 14LT I | I8 | DB4. 4| DORS&

S 1R 0| I 70N IB.G | L0756l LTOLS IPL3 | 2031 T E| 1438

Hodos nad rl-mwﬂl-'l |I:.‘4'|.HI:I_. S BLE| BERE( v kb | 11L& M.B Mol b ] IIRE| IXEG| 1344

L e Wi Wy BL W B3 AL B4 g 5.4 L0632
Tade] Jrwlirklual n'm! wm—mﬂ.

ol .. JBHL | EBLA | M3 | LA T2 M1 Mo a | AMA] HLA]| FTAR

Farm todnld__ .. ] mo| 1| TR ;2 AN | P51 wh ), 2 i ]

Farmu mumﬂﬂ' [ I T A T LT 152 LB 1.2 19.8 (R R} [E "e

Farmo prulus e LT 12| MLD 150 w4 1z 123 [F 44 (BN} 154

Honfnem, lﬂl.IL. ................... HT | 3L | LA | R4 ] A48 |F L1 )] QA MR 4| LD

] wrasacmeos| DOLB | JAL S| HMLA | FpocE | ZRAZ) BORSH] ITLS| TR0CA | DRG] FALE

1-4 I:F mﬂlihﬂ h'l. ........... [FT R [ L] LT[ IH.2 | MG&1 157.9 1717
Muluiomiy  rodrdanbinl  ami

oam | P A M2l a3 (=R ] E) Mms ikl 4kE| 54 m 5

a0l B9 024 as| iR [| 2] D] M4 | IOR] IHME

i ILE] ETd I A1 15t man 17,1 (L Fo

4| 2] 101 |- %1 .14 134 143 sy 193 o

SLA| HAB| ELT ] M MA MLa ST 03,2 e i

1, Draia fvr Eqnte andd ool povernments oo fr Tuine 30 of coeh yoor.
4. Fatlmatos lor u'ln paHocl LEIE EDiraugh 1850 lrl!ﬁrln the Tuly 108G Supeayr doto far 1057 moy bo feund on n, 19 o4 the
Y042 Sirpbeg, nowd foet 0858 o T, L ek e My Surirg,

3, Tnwadlwibeet Gabigaries of dobt vot suboct v Ve Bhiblory ihybs Tande,

-s. Wat Fodeml Govoctiistit dobt 13 dofingd an Hln ll'ﬂﬂl- clplet pustang pral Cgrearnine spouriliss ield
uhi u.nd st IlIIJl]S. ald Fodornl Lica hald by. the .ﬂ, Truu.allrs nod Dikvar Foiler] epanw|es,
uuuuqu E ovornnictl ol neciey e Lu]ﬂ by lllru publie.

E, Dhqinlls of F‘ulu'ﬂl ahlizations moy e lonol {2 My Fremasry T,
l, Inpjucles Skita bowon ko local unkta,
Lol 6 dbefipn) 418 boying o aotpioal ionturity ol L yonror isoro feam Aate ol lssoe; shoct-term debl ey hay log

Lomg-lerm &
an l}l']Eil:ﬂI mnmrlirod'lmthm 1 yanr,
v la pnad lulienad lenders sl Fedenl Qevericnsnt kmoing "ﬂ., s
[1],]

A, Comprised «lobt of farnssts mas fnem esopbind
) Bl mrlgulu;n dobt pwad te Lmllvidoals aeil pllwm. Browes’ Onaocinl aedl eobtiomar delt & Incheded
gt incurred For cormmareiad {ronfarm), Aowncind, nod copsumer parpoass, ivaluding debs owed by frmoes
POTATIA PUFTIS.

Meodfiod " ealemary,
. Gan
tin. Compritea deld oo 10 taoke boe pucdsdSlog oF corry g Seeidled, coslomars” debit to brokers, and debl ogsd w
Tk Insimmoco companbe 1y Py hamlers

for Nnmo
Bonrces: Drepartrwnt of ¢l Tronsuey; Dosnd of Jovornora of the Fedarnl Roserva Ay Federl Doma Losn Bank
Doanl; 1,8 E-,pumm g‘f“mnr:::rpo, nunrgmnd'thl Consus, anid Oifleoaf Budness Emnﬁnﬂ



18

Talde fl.—Total Nonfarm Mortgoge Debi
by Borrowing and Lending Groups, by
Type of Properyy !
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State ard local

borrowing

goveririend

The surplus of State and local gov-
ernments—eonsidered as o group—
inereased moderately lnst vear, and the
improvement has apparently continued
into the ecurrent period.  Nonethe-
less, State and local governments
flonted a record volume of bonds on
the new-izsue market last vear,

Sinee 1960, the easing of pressures on
commercinl banks had the effect of
enlarging the market for State and local
bonds, Whereas previously banks had

SURVEY OF CURRENT BUSINESS

only entered this market during the
ensy-money period associated with re-
cession, in recent years the commercial
banks have been in the market for
tux-exempt  securities at  all times.
In ench of the years 1961, 1062, and
1963, they added between $3 and %5
billion unnually to their portfolios, an
amount roughly equal to three-fourths of
the net increase in State and local debt
outstanding over these 3 years, With
such sizable additional funds entering
the State and local market, the yield
spread began to widen further as State
and loeal bond prices were bid up more
than Federal bond prices. In 1962 and
1963, the yields on State and local Aan
ruted bonds have averaged 77 percent
of those on long-term Federal securities,

This yield spread between tax-exempt
and Federal and other securities has
encouraged some governmental units
to reduce costs by investing the pro-
ceeds of new seeurity issues in time
deposits or securities earrying a higher
yield.

In terms of interest costs, this tech-
nique iz equivalent to refinancing.
In terms of a balanee sheet, however,
the new technique differs from a re-
financing sinee hoth the old and the
new debt remain outstanding, while in
n refingneing only the new debt remains
on the balance sheet.
wis rellected in incronsed liquid asset
holdings by State and local govern-
ments, which rose $4  billion—8§1%
billion more than in the previous year,

The spurt in borrowing was most
pronounced among revenue issues,
which totaled %4 billion last year,
$1% Dbilion sbove the 1962 mark.
Bonds issued by special authorities were

This technigue

Mny 1004

up &1 billion.
of tax-exempt
change,

As shown in the chart below,
State and loeal government debt has
been one of the fastest rising deb
eategories over the postwar period.
State and loeal obligations have risen

Most other categories
bonds  showed  little

Cosporate

Honcorparase

i
e

somme 6 times, us compared with 4 times
for corporate debt and 7 times for
individual debt, This high volume of
borrowing has been occasioned by the
heavy demand for community lacilities
to service our growing population,
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